Are general reforms to support the overall functioning of the labour market
The 1994 Jobs Strategy was mainly focused on general reforms to support the overall functioning of the labour market and it placed little emphasis on more targeted reforms intended to improve the labour market performance of particular groups in the working-age population. Over the past decade, however, concern has been growing about the low employment rates of certain groups -such as women, older workers, youth and immigrants -especially against the prospect of population ageing.
In addition, there is growing concern in certain countries with the persistence of imbalances between different segments of the labour market. In particular, in certain countries, low-employment regions coexist with regions where there is near full employment -thus raising the issue of how the Jobs Strategy can better take into account regional employment imbalances. Moreover, in a number of member countries -specially those which joined OECD after the Jobs Strategy was adopted in 1994 -there is a high incidence of informal employment, which is a problem for a number of reasons, including that it tends to be associated with weak productivity gains, undermines tax collection and makes it difficult to manage social protection.
This chapter reviews policies that especially affect the labour market performance of these groups or labour market segments -bearing in mind that general reforms, as outlined in the previous chapter, will also help to address these specific labour market issues.
Promoting employment prospects of under-represented groups

Measures to increase participation of women
Increased female participation has been a major component in labour supply growth during past decades, as illustrated in Chapter 2. This increase has been mainly autonomous and related to the fact that more recent cohorts of women are better educated than earlier cohorts and therefore can more easily find jobs and tend to place greater priority on pursuing a career. However, as women's participation rates approach those of men, future increases become more dependent on reforms aimed at reducing remaining disincentives for women to work and encouraging the diffusion of family-friendly employment practices.
Looking at the relative taxation of household members, second earners are effectively taxed more heavily than single earners in most OECD countries (Figure 4 .1, Panel A). This tax bias has increased on average for the OECD during the past two decades, especially in some southern European countries, like Italy and Spain. By contrast, this bias is smaller and has declined in most Nordic countries. In countries where this bias is substantial, a more neutral tax treatment of second earners is an obvious candidate among policies to stimulate female participation. For example, OECD research suggests that an equal tax treatment of second earners would increase female participation by 4 percentage points on average for the OECD area (see Jaumotte, 2004) . There is even a case for taxing the income of second earners lighter on optimal tax grounds, given that their labour supply is more elastic compared to single earners. 1 b) The primary earner is assumed to earn 100% of the APW, and the secondary earner 33% of the APW. c) 100/33 refers to a situation where the primary earner earns 100% of APW and the secondary earner 33% of the APW; 133/0 refers to a situation where the primary earner earns 133% of APW and the spouse has no earnings. d) For the Netherlands, if account is taken that the primary earner has to buy private health insurance when she/he earns 133% of APW, while her/his income falls below the income limit for the mandatory health care insurance when the household income is split (into a wage of 100% of APW for the primary earner and 33% for the secondary earner), the tax incentive to share market work between spouses amounted to 6.9% in 1999, and to 10. The participation of women in the labour market is also influenced by policies related to family support. So far, family support in OECD countries has taken the form of childcare subsidies and child benefits. In theory, childcare subsidies stimulate female labour supply as they increase the relative return to market work. 2 The empirical evidence confirms that childcare subsidies raise female participation. 3 By contrast, child benefits do not raise the return to market work and may lead to a reduction in labour supply as they raise income and hence the demand for leisure. This form of support remains much more important than childcare subsidies in most member countries. Both child benefits and childcare subsidies have increased significantly in recent decades, and child benefits can increase the disposable income of families with two children by more than 10% (Figure 4 .1, Panel B).
From the perspective of raising female participation, childcare subsidies are a better alternative than child benefits, especially where high tax wedges (facing both second earners and single individuals) reduce female labour supply. Indeed, childcare subsidies are often employment-conditional. Furthermore, child-care costs can be a prohibitive barrier to employment for lone mothers desiring market work in the absence of such subsidies (OECD, 2003a, Chapter 3).
Another form of childcare support is the provision by most governments of maternity, paternity or childcare leave. In 1999, the average length of paid leave was 26 weeks, with the longest paid leave being found in France, the Slovak Republic and most
Nordic countries (Jaumotte, 2003) . During the past two decades, the generosity of paid parental leave has increased in all OECD countries, with the exceptions of Ireland, the United Kingdom and several countries with no legislation mandating paid leave. According to empirical studies, job-protected paid leave increases the employment rate of women significantly, by helping to reconcile work and family responsibilities, without having an adverse effect on wages (Rhum, 1998). However, this only holds when leave entitlements remain relatively short. Moderately longer leave (e.g. around nine months) also increases female employment rates, albeit at the price of a drop in relative wages. Yet longer parental leave (e.g. three years or more) makes it difficult to return to work, even when reinstatement is guaranteed (see European Foundation, 2001). The absence of job protection makes the return to work even more unlikely, especially for low-skilled workers (OECD, 2003a, Chapter 3).
Part-time working is often seen as a means to facilitate the integration of women in the labour market, by allowing them to combine market work with family responsibilities.
There is a slight positive correlation between voluntary part-time work and female women. High unemployment benefits and tax wedges discourage both part-and full-time female employment and the elasticities are typically larger than for male employment, consistent with the expectation of larger labour supply elasticities for women.
Unionisation promotes full-time female employment at the expense of part-time female employment, while strict EPL lowers the full-time employment rate of women.
These econometric estimates also help to assess the effects of specific policies and institutions on female employment patterns. Increasing the tax incentives to work parttime would attract more women into employment, but would also cause some women working full-time to cut their working hours. Relative marginal tax rates on second earners also matter in terms of both the decision to enter the labour force and the choice of the number of hours worked. In particular, high relative taxation of part-time work induces women who would have worked part-time otherwise to work full-time. Child benefits reduce part-time female employment only, as the income effect from child benefits is unlikely to be large enough to reduce employment of women working full-time. By contrast, childcare subsidies stimulate female full-time employment only. Finally, moderate parental leaves encourage women to work full-time while longer leaves are associated with more part-time work as women probably face difficulties when returning to work. The estimates confirm that female participation increases with education, but for full-time working only.
Measures to increase participation of older people
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Barriers to employment for individuals aged 55 to 64
The 1994 Jobs Strategy contained a recommendation to adjust policies and programmes for older workers, so as to provide them with better opportunities to continue working and reduce the economic incentives for them to withdraw from the labour market. 5 There are three key barriers to employment facing older people: financial disincentives; employer barriers; and weak employability.
6
Financial disincentives. Until the early 1990s, income transfers were often provided to older workers in order to induce early retirement. Such schemes typically had been introduced with the hope of lowering unemployment, the expectation being that older workers induced to retire early would be replaced by unemployed younger workers. However, experience has shown this view to be fallacious. As Figure 4 .2 illustrates for 2004, countries with the lowest participation of older workers are also those where unemployment remains highest.
Employer barriers. Hiring and retention rates of workers decline significantly after the age of 50 in all OECD countries, although more sharply in some countries than others. The reluctance of employers to hire or retain older workers reflects both subjective and objective factors. First, there is evidence of age discrimination in all countries reflecting both negative and positive stereotypical views by employers about older workers.
Second, the employment of older workers may be discouraged because rigid seniority compensation structures cause labour costs to rise faster with age than productivity. Third, employers and trade unions have sometimes collaborated to convert state subsidised early retirement schemes into a socially acceptable way of laying-off workers. Finally, mandatory-retirement rules are common in some countries.
Weak employability. Employment prospects for some groups of older people are poor because they have obsolete skills, are not receiving appropriate help in finding jobs if unemployed, or face unsuitable working conditions and working-time arrangements.
Older workers receive far less training than younger workers in all countries, but there is considerable variation across countries in the size of this gap (as well as in the overall incidence of training). A strong policy focus on tackling youth unemployment has meant that older unemployed workers are also under-represented in active labour market programmes in most countries. Poor or inappropriate working conditions can also push some older workers into early retirement. For example, a lack of opportunities to shift to part-time work may limit the scope for a more phased transition to retirement.
Besides these three types of age-specific barriers, the employment of older people is also influenced by the general labour market institutions and policies that affect all segments of the working-age population. Evidence from Bassanini and Duval (2006) on the effects of both specific and general barriers to the employment of older persons is summarised in Table 4 .2. Their analysis confirms that certain characteristics of pension systems represents important barriers to continued employment after age 55, including a high implicit tax on continued work (see next section) and a low standard age of retirement. Among the general factors depressing employment rates for older workers are generous unemployment benefits, a high tax wedge and high union density. By contrast, strict EPL and PMR are associated with higher employment rates for this age group, probably because they reduce the risk that older workers will be laid off by their employers.
Policy developments since 1994
The implicit tax on continuing work -which measures the costs of continuing to work, in terms of contributions paid and foregone benefits -provides a summary indicator of the magnitude of the financial incentives to retire.
7 Figure 4 .3 shows the development of the implicit tax on continuing work between 1993 and 2003. 8 According to Figure 4 .3, the incentive in 1993 to withdraw early from the labour market as a result of the presence of early retirement schemes was particular high in some continental European countries, including Finland, France, Italy, Luxembourg, the Netherlands and Portugal, while it was considerably lower in English-speaking countries, Japan, Korea, Norway, Spain and Sweden. The incentives to withdraw early embedded in the old-age pension system were also particularly high in France, Italy, Luxembourg and the Netherlands. 9 Over the past decade, the incentive to withdraw between the ages of 55 and 60 has been significantly reduced in a majority of OECD countries. As concerns retirement incentives between the ages of 60 and 65, progress has been more mixed. However, the average implicit tax for the OECD area declined modestly, because big reductions in several countries where the implicit tax was the highest in 1993 offset smaller increases elsewhere (Figure 4 .3).
A review of reforms undertaken by OECD countries over the past ten years identifies the types of initiatives which have shaped the recent evolution of the implicit tax on continuing work (Table 4. 3). A number of member countries tightened eligibility to early retirement and invalidity schemes, while others did the same with unemployment benefit provisions for older jobseekers, who have an extended duration of unemployment benefit receipt in many OECD countries and are often exempted from job-search requirements.
Incentives for older workers to stay in the labour market were strengthened in Japan and
Poland through provisions that facilitate combining pensions with income from work.
Moreover, actuarial adjustments to early (or late) receipt of regular old-age pensions or other financial incentives to stay in the workforce were introduced in a number of countries. Eligibility criteria for invalidity schemes were also tightened in several OECD countries, although, as discussed in Chapter 3, this did not prevent the recourse to disability and sickness benefit schemes from rising in some cases (OECD, 2003d).
New evidence
There is evidence that a three-pronged agenda of age-friendly employment policies can be effective at raising the employment rates of older persons.
Improving financial incentives.
Reducing the implicit tax on continued work may have a substantial impact in stimulating the labour supply of older workers, as illustrated by the regression results reported in Then, the value of old-age pension benefits should be adjusted in an actuarially-neutral way in case of anticipated or deferred retirement. 10 The implicit tax on continued work can also be reduced by expanding the possibilities of older people to combine work with the receipt of a pension, though such a policy change may raise equity concerns.
In principle, the age of eligibility to a pension should not affect the actual age of retirement as rational forward-looking individuals could always chose the optimal age of retirement through lending and borrowing in capital markets. In practice, many older workers choose to retire at the age of first entitlement for either early or standard retirement benefits. This tendency lends support to policies which modify statutory retirement ages and other pension parameters in line with improvements in life expectancy. Changing employer attitudes and practices. Age-discrimination legislation is important but is more effective if it is complemented by information campaigns and guidelines for promoting best practice and the benefits of age diversity in the workplace. The practice of mandatory retirement in firms is incompatible with the overall thrust of offering greater choice to workers' retirement decisions. This is why some countries are debating whether mandatory retirement should be prohibited.
Efforts to reduce labour costs of older workers have been made in certain countries by reducing the importance of seniority in wage-setting and, in some countries, introducing age-specific wage subsidies or labour tax reductions. However, to be effective, targeting these measures on age alone should be avoided. Some countries have also introduced taxes on the dismissal of older workers, but there is a growing awareness that these taxes have a negative impact on hiring older workers or lead to substitutions between workers of different ages.
Improving employability. As working lives are progressively extended, training becomes more critical for strengthening the employability of older worker, but should also look more profitable to both employers and employees. So far, retraining older workers ranks low among policy priorities of public and private employment services. Since the number of older jobseekers is likely to increase, this age group will have an increasing need for employment assistance though career counselling, job-search assistance and help with self-employment. In addition to negative perceptions about older-workers employability which are held by certain employers, certain economic factors increase the costs of hiring older workers. These may include seniority-based wage systems and costly employerprovided health insurance.
Inflexible working-time arrangements may discourage older workers from continuing work (Penner et al., 2002) . Easing barriers to part-time work could thus lead to an increase in the effective retirement age (Gustman and Steinmeier, 2004), although the net impact on effective labour supply might be smaller since some workers who would otherwise have worked full-time will reduce their hours worked. More generally, policies prolonging working careers should be accompanied by efforts to improve working conditions for older workers.
Promoting employment prospects of youth
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Youth in all countries face an above-average risk of unemployment, as they attempt to find a foothold in the labour market. For many youth, this is only a transitional difficulty.
However, youth who are persistently unemployed (or who experience multiple spells of joblessness) may develop disadvantages that seriously compromise their long-term career prospects. It is thus a matter of major policy concern to develop young people's employability and ensure their successful entry into the labour market and subsequent access to career ladders.
These issues were treated as part of the 1994 Jobs Strategy. It recommended three orientations for promoting the position of youth in the labour market: increased wage and labour cost flexibility, reforms of initial schooling to ensure that youth enter the labour market with skills that employers value and measures to better structure the school-to-work transition.
The position of youth in the labour market generally has not improved since 1994 12 As already noted in Chapter 2, the situation of youth in the labour market has not improved much over the past decade, whether assessed in terms of relative unemployment or employment rates. Employment rates for youth did increase moderately in Finland, France, Norway and Spain, relative that for prime-age adults, but relative employment fell in far more countries ( Figure 4 .4). And it is still the case that youth are significantly more likely to be unemployed than prime-age adults in all OECD countries (Statistical Annex, Table C 
Improving school-to-work transitions
Several countries have reinforced their educational systems with the aims of keeping young people in school until they obtain at least an upper secondary degree and of helping them to enter the labour market with better skills. While different approaches continue to co-exist across OECD countries, the predominant strategy has been to strengthen Dual schooling systems represent an alternative to vocational courses taught entirely in school setting. In the dual system, school-based learning time is associated with apprenticeships in enterprises. Although Austria, Denmark, Germany and Switzerland have long operated dual systems, the sustained good performance of these systems, as regards achieving low levels of youth unemployment, means that they continue to attractive considerable attention as potential models for reforming upper secondary education in countries where the school-to-work transition functions less smoothly. Norway is a notable example of a country who recently introduced ambitious reforms inspired, in large part, by these models (Box 4.1). While such a reform strategy may hold considerable promise, countries considering reforms to their educational system that expand the role played by apprenticeship should take at least two issues into consideration, however:
• The difficulty of instituting or expanding apprenticeships tied to upper secondary education, in countries without a tradition of such measures, is not to be underestimated. For example, the long history and institutional complexity of German apprenticeships suggest that apprenticeships may only be able to thrive in the presence of powerful employer associations and with the active involvement of all social partners. 
• Even where dual systems are already well established, it is a constant challenge to ensure that the types of training offered meets ever-changing labour market demands. A related concern is to ensure that employers will continue to offer a sufficient number of apprenticeship places -a topic currently receiving much attention in Germany, where there has been debate about whether additional public financing or new educational forms will be required.
In order to guarantee that a sufficient number of apprenticeship places are available, it is crucial to maintain employers' interest and involvement. In this respect, the level of apprenticeship pay is an important element in co-financing of dual training systems. The evolution of German apprenticeship wages and participation in the dual system suggests that the willingness of firms to take on apprentices can be increased by setting apprentice wages substantially below the minimum wage level for adult workers. 
Teenagers (15-19)
Unweighted 
Young adults (20-24)
Sub-minimum wages for youth might be justified by the existence of a training component over the transition period from school to work, even in the absence of a formal apprenticeship system. However, it is difficult to ensure that the training quid-pro-quo if offered in such a context. Furthermore and as shown in Chapter 7, the impact of minimum wage legislation on youth employment is theoretically ambiguous. While a high minimum wage may increase school dropouts and therefore labour force participation, it can also adversely affect recruitment prospects. Several cross-country or cross-region empirical studies have identified negative effects of minimum wages on youth employment (e.g. OECD, 1998; Neumark and Wascher, 1999), but others have failed to do so (e.g. Card and
Krueger, 1995). Overall, the conclusion drawn on this topic in Chapter 7 is that, while significant negative effects may be found, in some cases, there is no clear cross-country empirical effect of minimum wages on youth employment.
Welfare-to-work and activation policies
For youth who leave school without an upper secondary educational qualification, access to stable employment can be difficult to obtain. While the educational policies described in the previous section address the problem at its root, active labour market programmes represent an important option for school dropouts who are already out of the educational system. Over the past two decades, policy effort has focused more and more on Box 4.1.
The reform of vocational education and training in Norway
In 1994, the Norwegian government introduced important changes in the vocational education system directed at reducing school drop-outs and establishing a stronger link between school instruction and training at the workplace. The reform gave students a statutory right to three years of secondary education, including an apprenticeship. The upper secondary school was reorganised so as to combine both academic and vocational education in the same physical area, most commonly in the same buildings. The "2 + 2" scheme introduced as part of this reform offers students in a vocational track the opportunity to receive two years of school instruction and to spend either one or two years as apprentices in an enterprise. If the student chooses a two-year apprenticeship, half of that time will be spent in productive work, for which the apprentice is paid.
The new system requires that school authorities in each county will find a sufficient number of apprenticeship places that accord with the wishes of the students. If sufficient places cannot be found, the authorities must, as an exceptional provision, arrange for this part of the students` education to take place in school. Common curriculum plans for both the school and apprenticeship parts of the vocational track were developed.
Measures for institutional collaboration on a local level were established through so-called Training Circles and Offices for Vocational Training. These represent organised co-operation between two or more enterprises having a common need for trained workers or having decided to offer apprenticeship training jointly. The municipal school authorities have a secretariat that provides support and help in establishing and running the circles and offices. On the local level there is little or no formal organised co-operation between the enterprises offering apprenticeships and the schools. This does not mean that there is a complete lack of contact between the schools and the workplaces, only that the initiative for establishing co-operation is placed on each individual school teacher and each instructor in enterprises which take on apprentices. In fact, there are teachers in most schools who, as a regular part of their job, maintain such contacts with local employers.
the interaction between passive and active measures, following the "mutual-obligations" principle (see Section 2 of Chapter 3). Youth have often been one of the groups most intensely targeted by these measures.
For instance, the European Union's Employment Strategy, as formulated in 1997, called for job search assistance to be offered to youths before six months of unemployment have passed (12 months in the case of adults). EU countries with major programmes for youth that come into play before or at six months threshold include Austria, Belgium, Denmark, France, Germany, Italy, Portugal, Spain and the United Kingdom. Sweden uses a shorter period (90 days), and youth activation in Finland, for those without a vocational qualification, starts immediately. Several non-EU countries (Australia, New Zealand and Norway) also target programmes on young unemployed after six months.
There is some evidence from evaluation studies to suggest that the well being, both pecuniary and psychological, of youth is improved when they are subject to immediate • Job-search assistance programmes are often found to be the most cost-effective for youth, providing positive returns in the form of higher earnings and employment. Some wage and employment subsidy programmes have yielded positive returns, but these types of measures tend to perform poorly in terms of their net impact on the future employment prospects of participants.
• Training programmes should be carefully tailored to local or national labour market needs. In this respect, mobilising and involving the private sector and community leaders to assess local or national demand for skills is important.
• Good targeting of the programmes is important. For instance, there is a need to distinguish between teenagers and young adults, and to devote particular attention to early school leavers. The most desirable solution to the employment problems of teenagers is to help them to remain in (or return to) school, whereas for young adults in their twenties, it is more important to help them to acquire work experience.
• It is important to make participation in programmes compulsory for youth after a period of job search of no more than six months. While this may imply an increase in costs and a reduction in the average effectiveness of the programmes, 17 making participation compulsory is likely to be the only way to ensure that the programmes reach the youth who are most at risk of social exclusion.
Large-scale job creation and promotion
Direct job creation schemes are often used as a complementary policy tool which can provide youth with work experience. The most recent programmes focus on requiring that the jobs created meet new or unsatisfied needs and providing appropriate support services to the participants (e.g. career guidance and counselling).
Overall, these programmes tend to be effective in the short-run, in that they directly place young people into jobs. For example, during the experience with Nouveau Service Emplois Jeunes in France -a large-scale programme of direct job creation in the non-profit sector -the youth unemployment rate fell from 28.5% in 1997 to 20% in 2002. 18 However, these types of programmes tend to be very costly and the evidence suggests that they generally are not effective at improving the labour market chances of disadvantaged youth in the long run.
Subsidised private-sector employment has also been used as a tool to address youth unemployment. It is not clear whether subsidies to employment create many net new jobs.
Instead of increasing total employment, firms may simply substitute subsidised for unsubsidised workers -the "substitution effect" -or hire subsidised workers whom they would have hired even in the absence of the subsidy (the "dead-weight effect"). The available evidence shows that subsidies to employment often are subject to large deadweight loss and substitution effects, and hence have small overall net employment gains. However, substitution effects may be justified on equity grounds, when they provide the most disadvantaged groups with work experience and earnings. Little evidence is available on the impact of subsidised employment on the subsequent job and earnings prospects of young people, but it appears that programmes that alternate subsidised work within enterprises with training in specialised institutions are the most effective at fostering transitions into the regular labour market.
Lessons
The attention paid by the 1994 Jobs Strategy to the reduction of early school-leaving and the improvement of school-to-work transitions continues to be well placed. Several OECD countries have enacted important reforms along these lines -notably by introducing new forms of apprenticeships designed to increase school retention rates and reduce the share of youth who are neither in employment nor in education. However, countries that reform their educational systems in this direction should pay particular attention to ensuring the availability of a sufficient number of apprenticeship places by providing employers with the right incentives to participate in these schemes.
For those youth who are already out of the educational system and are experiencing unemployment, targeted active labour market programmes can play an important role.
However, their cost-effectiveness needs to be monitored closely, especially in terms of their success at helping the most disadvantaged youth find jobs. These programmes should focus on job-search assistance activities which are often found to be the most cost-effective measures for youth, providing positive returns on both earnings and employment. Where training is envisaged, it should be designed with employers' hiring requirements in mind.
Good targeting and tight work availability requirements are also important design features to help contain overall costs, while guaranteeing focus on the neediest.
Promoting employment prospects of immigrants
In many countries, immigration is seen as one possible route to alleviate the adverse consequences of ageing populations, in conjunction with other policies. For this to be a feasible policy option in the future, it is clearly necessary that the current stock of immigrants -many having arrived only recently -, their children, and future arrivals be in some sense well "integrated" into the societies of OECD countries. 19 In sum, policies to improve the situation of immigrants on the labour market have taken on greater urgency since the OECD Jobs Strategy was formulated in 1994, and this is so for both economic and social reasons.
Integration into the labour market means that gradually, as immigrants pick up the host-country's language and work practices, they tend to show the same range of labour market outcomes as native-born persons with similar characteristics. This applies in particular to immigrants who arrive in the host country without pre-arranged work, such as family and humanitarian migrants or persons arriving as permanent immigrants selected on the basis of certain characteristics. The situation is different for migrants who have a job waiting for them in the host country; for them, the issue is whether they are adaptable in the face of a changing economy. Table 4 .4 shows that the unemployment rate of immigrants is generally higher than that of the native-born. However, it is only slightly higher in some countries, whereas it is as much as three times higher in others. Immigrants' employment is also generally more sensitive to economic conditions than that of the native-born. 20 What characterises "successful" countries from those where results are not as good is, to a certain extent, the fact that the former have a significant proportion of highly qualified labour migrants whose outcomes are favourable and tend to counterbalance those of other categories of migrants. Humanitarian and family inflows tend to have a smaller weight in these countries. Nonetheless, good overall labour market conditions and employment policies can play a significant role in facilitating integration, as can measures specifically intended to assist migrants.
There is a general perception that the labour market integration of immigrants has become more difficult. But here one needs to be careful. If one compares a period when migration for economic reasons is predominant (the 1960s) with one when migration consists more of humanitarian and family migration (the 1990s), then inevitably it will look as if outcomes are deteriorating for recent arrivals and indeed, overall. In addition, the situation differs across countries. In the countries of southern Europe, for example, which have seen high flows of labour migration in recent years, the current employment rates of new arrivals are even higher than those of the native-born population. In most other European countries, flows have been largely humanitarian and family-related for some decades, and although the differences in employment rates relative to the native-born are a cause for concern, they have improved significantly in many countries over the past decade (Table 4 .5). The negative perception about progress reflects in part the fact that the immigrant population itself is more visible due to the large numbers which have arrived over the 1990s, that certain channels of entry have been abused and that the outcomes themselves still leave much to be desired, especially for children of immigrants in some countries.
The available evidence suggests that integration problems mainly concern the entry of immigrants into the labour market and over qualification. Once a foothold is acquired in the labour market, wage progression seems to be less of a problem, although initial wages following arrival tend to be relatively lower than in the past. This seems to be especially the case for highly-skilled immigrants, whose previous foreign experience is often not recognised by employers. Similarly, discrimination seems to be mainly a problem with respect to access to employment, less with respect to wages, especially for the lower skilled. Employment rates are especially low among immigrant women from countries where female participation is also low.
Measures to improve integration into the labour market
Selecting migrants carefully before they arrive clearly has a positive impact on integration, precisely because the immigrants concerned are selected with a view to ensuring better results on the labour market. However, many immigrants, such as recognised asylum seekers or family migrants, are admitted on the basis of international agreements or generally recognised human rights. Outcomes for these groups tend to be not as good and convergence with outcomes of natives tends to take longer than for directly selected immigrants. Indeed, in many of these cases, convergence does not occur even after ten or more years. Acquisition of the host-country language after arrival is clearly a key element in the ability of immigrants to enter the labour market and most countries offer language training to humanitarian migrants and in some cases, to other migrants who do not have a mastery of the host-country language. The duration of language training is an issue, because employers tend to value host-country work experience and prolonged language training delays entry into the labour market. The association of vocational and language training has been shown to contribute in general to more favourable outcomes.
Immigrants upon arrival may have qualifications and work experience obtained in their country of origin, which employers may not always know or be equipped to recognise the value of. Programmes that ensure some recognition of qualifications and prior work experience, or that enable immigrants to obtain work experience in the host country, are often a necessary prelude to a successful entry into more permanent work. Still, evidence
indicates that even after long stays in the host country, immigrants tend to occupy jobs that do not correspond to their formal qualifications to a significantly greater extent than the native-born.
Immigrants are also at a disadvantage with respect to job search, because many jobs are filled through networks or informal contacts, which recent immigrants will generally not have to the same extent as natives. In difficult economic conditions, the use of such networks apparently becomes greater, so that immigrants are disadvantaged even further.
The development of such networks can be facilitated through immigrant and employer associations and the involvement of labour unions. The stock of past immigrants, if it is large and well-established, can also constitute an effective job network and reduce the costs of migration. The second generation
For the children of immigrants, the so-called "second generation", one would expect, at the very least, outcomes similar to those of natives with the same socio-economic background. In many ways, the outcomes of the second generation can be viewed as the "benchmark" for the long-term success of integration policy, since migration-related labour market impediments such as lower language proficiency or non-recognition of qualifications or of experience should not in principle operate. Success of the second generation in the educational system and eventually, in the labour market, depends on how well the educational system assists children whose native language is not that of the host country or whose parents may not always be able to support effectively their S w i t z e r l a n d N e t h e r l a n d s F r a n c e N e w Z e a l a n d U n i t e d S t a t e s S w e d e n C a n a d a A u s t r a l i a outcomes which in turn result in their demotivation. Discrimination, however, is in general difficult to demonstrate in practice. It requires constant vigilance on the part of public authorities and programmes to ensure public awareness of the issue.
Assisting workers in disadvantaged regions
With respect to lagging regions, the 1994 Jobs Strategy recommended to decentralise wage-setting in order for wages to better reflect regional and local conditions. Such wage flexibility was seen as particularly important in countries with low regional mobility, notably some European countries. In addition, as discussed in the following pages, specific/targeted policies may also be needed to improve job opportunities for workers living in depressed regions. The contribution that regional migration may play in reducing employment disparities is also discussed, as well as potential barriers to migration arising from housing policies.
As already discussed in Chapter 2, regional disparities in labour market performance vary significantly across countries. They are stubbornly high in Germany and Italy, where they correspond to a major regional divide, but also in Belgium and Turkey (Figure 4 .8). The unemployment rate in low-unemployment regions, at around 3-5%, is very similar across countries. 21 By contrast, the unemployment rate in high-unemployment regions ranges from 4 to 27% in the various countries (Figure 4 .9). High regional disparities generally coincide with high national unemployment and low employment, suggesting that reducing regional disparities is important to improve the overall labour market performance.
The evolution of regional employment disparities over the past decade also differed across countries, but disparities generally tend to be persistent in time and to cluster in space. The most striking evolution is Italy, where regional inequalities increased a lot (Figure 2.8) . By contrast, regional disparities in unemployment rates fell in Germany, but remained quite high. Sizeable reductions also took place in Greece and Korea and significant ones in Japan and the United States. No clear correlation between the evolution of regional unemployment disparities since 1993 and that of the overall unemployment rate emerges.
For example, despite a significant reduction in the overall unemployment rate, regional unemployment disparities increased over the past decade in Canada and Spain. Conversely, regional disparities in unemployment decreased in Germany, Greece and Japan, even as overall unemployment increased. Very often, it is the same regions which perform badly.
About three out of four European and Asian/Pacific regions which had very low employment rates in 1993 compared with the national average where still in the same position in 2003.
The figure is close to two out of three for the North American regions.
Reducing regional disparities in employment creation requires further emphasis on wage flexibility
One area of reform of labour market policies that continues to be particularly relevant to regional development is the wage-setting institutions (Chapter 3). Insufficient wage adjustment at the regional level may be partly responsible for the persistence of This has been put forward as a key factor behind North-South regional imbalances in Italy,
and East-West imbalances in Germany in a number of studies. 22 Decentralising wagesetting could thus help in reducing regional employment disparities, by stimulating job creation in lagging regions.
In short, the 1994 recommendations regarding wage flexibility continue to be relevant, especially since -as noted in Chapter 3 -there is much scope for more progress in this area in several member countries. b) The weighted coefficient of variation is defined as:
)/ER n Where w i is the share of the working-age population (labour force) in region i in the national working-age population (labour force), ER i (UR i ) is the employment rate (unemployment rate) of region i and ER n (UR n ) the national employment rate (unemployment rate). Regional level 2 sub-national regions where used except for Australia, Canada, Mexico, Turkey and the United States (regional level 1). S l o v a k R e p u b l i c P o r t u g a l K o r e a C a n a d a F i n l a n d J a p a n F r a n c e S w i t z e l a n d G r e e c e P o l a n d S w e d e n N e w Z e a l a n d U n i t e d S t a t e s N e t h e r l a n d s I r e l a n d N o r w a y A u s t r a l i a Panel B. Unemployment rates
Exploiting the productive potential of low-employment regions could also help
A shift-share analysis suggests that differences in regional production structures may also play an important role, particular in countries where regional disparities are high.
Initial sectoral specialisation accounts for about 30% of the average employment growth differential between less performing and better performing regions in Italy, almost 50% in Germany and 40% in Spain (OECD, 2006a, Figure W.4.3) . 23 Depressed regions could thus benefit particularly from general macroeconomic and structural policies (innovation, education, product market regulation, labour market, etc.) favourable to growth that stimulate the emergence of new activities. 24 Policies to enhance regional productivity and employment levels may also be needed.
25
Programmes aiming at bringing investment and jobs to depressed areas through subsidies and tax concessions have been implemented in many OECD countries. Few rigorous evaluations of such programmes are available. The available evidence cast some doubt about the efficiency of many such schemes. In the case of the Enterprise Zones in the United Kingdom, for example, deadweight effects (i.e. jobs would have been created anyway) and regional displacement (i.e. firms setting up in the Enterprise Zones were simply relocating from neighbouring areas) appeared to be sufficiently large to imply that the net employment effect was very small.
Improving infrastructure may be more effective in many instances. However, it is an empirical question, in each case, whether any particular infrastructure investments could enhance the region's growth potential in a cost-effective manner.
There may also be a role for devolving responsibility for some employment programmes to regions. More decentralisation of employment policies can be part of a strategy to enhance overall policy effectiveness, but may be especially useful for allowing local authorities to tailor programmes to better meet the specific requirements of depressed areas. However, available evidence suggests that this should be done within an agreed framework which sets clear objectives, and central government funding should be made dependent on the achievement of the agreed objectives. S p a i n C a n a d a G r e e c e F r a n c e B e l g i u m
C z e c h R e p u b l i c F i n l a n d H u n g a r y J a p a n N e w Z e a l a n d P o r t u g a l U n i t e d S t a t e s A u s t r i a A u s t r a l i a S w e d e n K o r e a U n i t e d K i n g d o m I r e l a n d S w i t z e r l a n d N o r w a y N e t h e r l a n d Mobility is not an end in itself, and there are probably some limits to the role it can play in reducing employment disparities. 28 Still, there may be some room to reduce barriers to mobility that are created by current housing policies:
• In addition to potential capital losses, home-owners deciding to move also often face sizeable transaction costs, under the form of stamp duties, legal fees, administrative fees and also real estate fees. Stamp duties are particularly high in Belgium and Greece, while agency fees and other non-tax fees are substantial in Portugal and also relatively high in Canada, France and the United States, possibly reflecting problems in the functioning of brokerage markets. Transaction costs tend to be lower in Nordic countries and even more so in the United Kingdom.
• Another factor potentially limiting regional migrations is that housing policies tend to favour home ownership over rental in most OECD countries, through a number of tax and subsidy incentives. 29 These policies contribute to high ownership rates in many countries (Table 4 .6). Home ownership tends to reduce the mobility of workers since, due to higher transaction costs and the potential capital loss mentioned above, homeowners face higher costs of moving than renters.
• Another potential barrier lies in the functioning of social housing "markets". For social housing tenants (among which the low-skilled unemployed workers are likely to be overrepresented), moving to a different region to take up a new job is likely to imply losing access to social housing, thus significantly reducing the incentives to move. The problem may have become less acute with the progressive shift observed in many countries from direct social housing supply to housing allowances, which have in principle no direct disincentive effect on mobility. 30 However, ways may also be found to increase the mobility of social renters, for example by waiving residency or queuing requirements in the case of unemployed persons taking up a job in a new region. Doing so would require tackling the coordination problem arising from the frequent division of responsibilities in social housing management across regions and/or localities.
Finally, high housing prices in booming regions in combination with a rising trend in temporary employment observed in a number of OECD countries (see Chapter 2) may also be hampering the mobility of workers. In a tight housing market, a worker with only a temporary contract is likely to be turned away by many prospective landlords. This is also the case for low-paid workers with permanent contracts but no financial guarantee. Setting up guarantee schemes for such workers may be a way to alleviate this problem and increase the role that migration can play in reducing regional disparities in unemployment rates.
Lessons
Decentralising wage-setting to allow regional wages to better fit regional productivity was already identified in the 1994 Jobs Strategy as an important tool to reduce regional imbalances, and room remains for further action in this area. More differences between S t a t e s A u s t r a l i a C a n a d a
N e w Z e a l a n d d J a p a n d N e t h e r l a n d s c F r a n c e e G e r m a n y C z e c h R e p u b l i c A u s t r i a e I t a l y e H u n g a r y P o l a n d G r S t a t e s A u s t r a l i a C a n a d a U n i t e d K i n g d o m N e t h e r l a n d s c C z e c h R e p u b l i c F r a n c e e G e r m a n y N e w Z e a l a n d d A u s t r i a e I t a l y e H u n g a r y J a p a n d P o l a n d Reducing barriers to inter-regional mobility may help improve the allocation of labour resources while at the same time reducing labour shortages in high-employment regions. This requires greater attention to the interactions between housing policy and mobility incentives -an issue which should figure more prominently in the Jobs Strategy. First, housing transaction costs remain important in a number of countries, and measures could be taken to reduce stamp duties, administrative and legal fees, as well as real estate fees. Second, social housing systems could be reformed to better taking into account possible needs to move for job reasons. Finally, since temporary and/or low-paid workers -the groups most affected by non-employment problems in lagging regions -face significant difficulties in finding housing on a tight housing market, setting up guarantee schemes may improve their mobility. 31
Facilitating transitions from informal work to formal employment 32
In several OECD countries (and in much of the developing world), unemployment is a situation that many workers cannot afford. This is because the coverage of unemployment benefits is limited and overall household incomes are low. Often, the choice is between a declared job and work in the informal economy. Even in countries with better developed systems of social protection, informal employment may represent a common choice for certain groups in the work force.
The precise extent of informal employment is difficult to gauge. 33 In the case of Mexico, it is estimated that almost 18 million persons are employed in the informal economy, or 43% of total employment. The informal sector also appears to have grown in recent years. In Korea, Turkey and some countries of southern and eastern Europe, it is estimated that between 20 and 30% of wages are not declared. In other OECD countries, the overall rate of informal employment is much lower, but there is considerable undeclared work and earnings in certain sectors, like construction and personal services. formal businesses can have the access to legal protection, insurance and financial markets required to engage in larger scale and more complex activities. However, the perceived incentive to do this may not be high enough and the firm may renounce an opportunity to grow larger and upgrade its operations, thereby maintaining low productivity levels. In addition, a high incidence of informal employment makes it difficult to finance government spending and to effectively target and manage social protection. It may also be a source of corruption.
The issue of informal employment was not addressed when the OECD Jobs Strategy was formulated in 1994. At the time, Korea, Mexico and eastern European countries were not members of OECD, so there was less attention to the issue of informal employment among the membership. The arrival of new members, most of which have significant informal sectors, has changed the focus. However, informal employment is also a policy concern in some longer-standing OECD member countries. Increasing concern about irregular immigration -which is often associated with informal employment -has also heightened interest in this issue.
The relative taxation of wages versus profits of small firms
Employers have a financial incentive not to declare employment -or to under-declare employee compensation -when profit taxes are lower, or are more easily evaded, than labour taxes. By contrast, setting taxes on labour lower than taxes on profits, combined with good enforcement of profit taxes, creates an incentive for employers to deduct as much labour income as possible from gross revenues -thereby encouraging employers to declare the true wages and salaries of their employees. Taxes on distributed corporate profits remain low relative to taxes on labour in a number of countries (Joumard, 2001 ).
This relationship also suggests that the structure of social security contributions and taxes on low-wage employment should be reassessed in countries where there is a high incidence of informal employment. For example, some contributions are capped in Mexico and Turkey, thus generating a regressive pattern of labour taxes. A shift to progressive labour taxes (i.e. a system which taxes high-wage workers at a higher rate than their low-wage counterparts) may help support demand for low-skilled labour -the abundant resource in these countries -in the formal sector. However, low-wage workers should not be exempted from participation in social insurance schemes. One of the strongest motives workers can have to work in the formal sector is precisely to acquire entitlements to these benefits. Expanding the effective coverage of low-wage workers by these programmes would also serve social goals.
The importance of effective tax administration and providing adequate incentives to formality
Greater efforts to strengthen tax and labour inspections are also needed, since undeclared work among employees is to some extent explained by the weak tax assessment regime for small businesses and the self-employed. Enforcement can be strengthened by reinforcing tax inspection services and improving information exchange among the various government departments concerned. For example, the tax and social security files are linked in the Nordic countries and the Netherlands, which have a rather low share of informal employment, and Korea is putting a lot of effort in that direction. Two additional ways to strengthen employers' incentives to properly declare labour earnings (which otherwise will be taxed as net profit) are to: i) make value added the relevant tax base; and ii) focus the tax collection strategy on upgrading business record-keeping and accounts, rather than on the detection of work relationship.
Since under-declaration of wages is often difficult without the collaboration of the workers, another strategy for encouraging the transition to salaried employment is to reinforce workers' incentives to work in compliance with the tax and regulatory system. As was previously mentioned, a key policy lever here is to make participation in social insurance schemes sufficiently attractive to workers. A complication with pursuing this strategy is that formal employment of the head of household suffices to provide an entire family with access to certain benefits, such as health insurance. This reduces the incentive of other earners within the family to declare their activity. By contrast, unemployment benefit entitlements are largely based on individual employment status and may thus reduce incentives for undeclared work, particularly when combined with proper controls ensuring that those receiving such benefits do not also engage in undeclared work.
The complex role of employment and minimum wage regulations
Employment protection legislation in some of the countries most subject to a high incidence of informal employment (like Mexico and Turkey) is relatively strict. Although protecting workers in the event of dismissal is especially important in cases where unemployment benefits are very limited or non-existent, overly strict EPL may make employers reluctant to "formalise" employment arrangements. Minimum wages can have much the same effect.
Relaxing regulations and reducing minimum wages is not necessarily a panacea for reducing informal employment. Indeed, strict regulation of employment relationships is often used as an indirect strategy to reduce evasion of taxes and social contributions by employers, although this becomes less necessary as tax administration improves. 34 Moreover, severance pay is practically the only form of compensation that currently exists in the face of job loss in the formal economy in some of the countries in question.
Lessons
Co-ordinated action across a number of fronts is likely to be necessary to reduce informal employment in countries where it is a serious problem. In most cases, this will include some or all of the following: making greater efforts to assess taxes and social security contributions (and applying sanctions to recalcitrant employers); moderating employment regulations where they are overly strict and minimum wages where they are too high; lowering taxes on low-paid work; and extending the social safety net, particularly unemployment benefits, to better cover low-paid workers. 23. Using similar analysis techniques, the educational attainment of the labour force also appears to explain part of the differences in regional employment rates. However, differences in educational attainment account for much less of the total differences in employment rates than do differences in sectoral specialisation, particularly in countries with high disparities. Differences in the age structure of the working-age population seem to play only a very minor role.
24. In this respect, it is important to note that reduced wages in these regions may increase out-migration incentives. This could further lower unemployment, but might be problematic for long-run regional development prospects if the most productive workers are over-represented among the persons leaving the region.
25. This possibility is suggested by the fact that improved overall unemployment performance does not automatically lead to a reduction in regional unemployment disparities, as was discussed above (cf. Figure 2 .7).
26. Migration rates shown for Australia, Canada and the United States are at the state level; they would be higher if measured for smaller regions of a size comparable with that used for most European countries.
27. See OECD (2005a), Table 2 .4, p. 91.
28. First, young adults and highly-educated persons are the most mobile groups. Gross migration rates of working-age individuals with tertiary education are two to four times higher than for those with less than upper secondary education, except in the United States where the differences are less marked (see OECD, 2005a, Table 2 .4, p. 91). Increased out-migration may thus have the negative effect of de-skilling the regional work force, further weakening the regional growth potential. Second, large differences in housing prices across regions probably set some endogenous limits to migration flows. As housing prices often tend to be higher in dynamic regions than in lagging ones, moving from the latter to the former to take up a new job may imply an important cost for the worker, which reduces incentives to move. This is particularly the case for home-owners, for whom moving to a region with higher housing prices would entail an important capital loss and increased interest payments. To a large extent, these variations in housing prices across regions will always exist, thus slowing mobility.
29. Germany is the main exception.
30. In most OECD countries, housing allowances take some account of the variation of rent levels across regions, either through the actual rent paid, or through some area-based benefit levels.
31. As home owners always face higher costs of moving (transaction and potential capital loss) than renters, tax and subsidy incentives to home ownership could be further reduced. However, any such choice should be made in light of the positive aspects of home ownership.
32. This section relies mainly on Chapter 5 of OECD (2004a) which provides a more detailed analysis.
33. One reason for this is that informal employment takes many different forms, including both the under-declaration of activity that is not hidden from tax and regulatory authorities (e.g. concealment of some part of the total hours worked or earners of declared workers) and the total concealment of activities (e.g. black-market activities, including self-employed workers not declaring their activity).
34. In countries where tax authorities are unable to effectively monitor business accounts and employers often under-declare employment, earnings and hours, the labour inspectorate can play an active role in limiting the degree of under-declaration. Through periodic site inspections, the labour inspectorate can ascertain the approximate number of employees. If the minimum wage is set at a high level and the regulatory structure discourages job turnover and non-standard working hours, total compensation can be estimated by assuming all workers work full time and are paid the minimum wage.
